While certain limitations of using an optimization model are described, the authors neglect to discuss what could be viewed as the most important limitation. The most important problem with optimization models is that they predict optimal behavior instead of actual behavior. In reality studies frequently show that individuals do not respond to changing conditions in the economically optimal way. This limitation of the model should be discussed in more detail as well as the implications of this reality for the results. This seems particularly relevant given the fact that there is a significant difference between the prices predicted by the model and the actual transactions that have been observed. There are only a couple of historical transactions, so these transactions should not be considered a competitive market outcome. However, additional discussion on the reason for the discrepancy would be beneficial.
An area of research that could be a useful extension of this model is to explore the multi-year aspects of risk. Each year is independent in the modeling and simulation. In reality droughts often span multiple years, while wet periods also span multiple years.
This multi-year issue could impact the value of an option, as the risk associated with dry periods is increased with repeated dry years. Municipalities are better able to manage one dry year than multiple years in a row.
As with the paper by Stratton, Simon, and Marchiori, additional details would be helpful to fully evaluate the results. However, the paper provides a useful background on 5 the use of hydroeconomic models in the evaluation of water policy choices as well as the potential benefits of options markets for water.
Together, these two papers provide interesting applications of the use of numerical methods in evaluating water policy. Such methods have not been used frequently in the past but show considerable promise and usefulness to both researchers and policymakers.
